For a sample of 94 firms, using data up to 1999, we find that retentions are more significant than dividends in determining prices of shares that are actively traded on the Egyptian stock market. However, for non-actively traded shares, the accounting book value is the most important determinant. Reductions in dividends are associated with a lack of liquidity and profitability. Dividend increases are linked to higher pre-tax operating profit effects, which outweighed post-tax effects. As to aspects that influence dividend payout ratios of actively traded firms, important factors are gearing and the market to book value, the latter a surrogate for investment opportunities. For nonactively traded firms, a more complex pattern emerges.
Introduction
The dividend policy of a firm is a significant aspect of corporate financial management, for it has potential implications for share prices (and hence returns to investors), the financing of internal growth (through retentions), the size of the equity base within the firm (again through retentions) and hence its gearing (leverage) ratio. For developing economies, growth through the realization of investment One example is the case of Egypt, whose stock market activity and liquidity have been beneficially affected by economic reform, including the reduction in inflation (Omran and Pointon, [7] ). As to dividend policy, Egypt is also an interesting case for it has not usually been included in other studies on dividend policy in emerging markets, possibly on account of omissions from various data-bases. In this study there is an identification of firm-characteristics according to whether or not a firm's shares are actively traded on the Egyptian stock market. From an investor perspective, to hold shares that are actively traded has clear advantages. For shares that are not actively traded the investor may perhaps to some extent refer to balance sheet data, such as the accounting book value per share. This is one of several empirical issues.
There are three issues we attempt to address:
• Share Price Determination. What is the role of dividend policy in the determination of share prices in Egyptian firms? Are dividends more important than earnings in this regard? Would a wide portfolio of actively and non-actively traded shares suggest different overall determinants of share prices from a portfolio comprising only actively traded firms or only non-actively traded firms? If dividends are not important, is the accounting book value per share a significant determinant of the share price?
• Dividend Payout Ratios. What determines the dividend payout ratio of Egyptian firms? What is the significance of various factors, particularly gearing, firm size, and investment opportunities? Would a wide portfolio of actively and non-actively traded shares suggest different overall determinants of dividend payout ratios from portfolios of only actively traded shares or only non-actively traded shares?
• Dividend Stability. If firms decide not to maintain the same level of dividends, i.e. the same as those of the preceding year, what factors are associated with a dividend increase? In particular, is there any importance attached to profitability and liquidity? If profitability is indeed important, do firms have a preference for a before-tax or an after-tax figure of net operating profit? Are the same factors associated with a decision to decrease dividends rather than to maintain them at the same level?
For a sample of 94 firms, using data up to 1999, we find that retentions are more significant than dividends in determining the prices of shares that are actively traded on the Egyptian stock market. However, for non-actively traded shares, the accounting book value is the most important determinant. Reductions in dividends are associated with a lack of liquidity and profitability. Dividend increases are linked to higher pre-tax operating profit effects, which outweighed post-tax effects. As to aspects that influence dividend payout ratios of actively traded firms, important factors are gearing and the market to book value, the latter a surrogate for investment opportunities. For non-actively traded firms, a more complex pattern emerges.
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The rest of this paper is organized as follows: the next section examines existing literature and draws out variables that are potentially pertinent to our three issues, namely, share price determination, dividend payout ratios and dividend stability; then the data set is identified and the methodology explained; there follows a discussion of the results and an analysis of our findings; and in the final section we draw interesting conclusions regarding the classification of stock market trading activity, accounting book values, investment opportunities, gearing, liquidity and profitability.
Related Literature and Implications for this Study
In mature markets, for example in the UK, dividends have a stronger impact on share values than retained earnings (Rees, [10] ). In our analysis, explicit consideration will be given to both retentions and dividends in assessing which are stronger in the determination of share prices in Egypt. But we are also interested in the determinants of dividends. Aivazian, Booth, and Clearly [2] use the return on capital employed as a measure of profitability, although they do not distinguish between a dividend increase and a dividend decrease. This we investigate later. Nevertheless they show a positive relationship between profitability and the ratio of dividends to total assets for a wide cross-section of emerging markets. Also, Pandey [8] suggests that low profitability of Malaysian firms in the trading and services sector is associated with low dividends. Dividend omissions of Malaysian firms are related to negative earnings; whereas, provided earnings are not negative, dividends are likely to either increase or stay the same. In our study one of our aims is to examine a shift in dividend policy, i.e. from dividend maintenance to a dividend decrease, or from dividend maintenance to a dividend increase. We achieve this by logistic regression.
The importance of the dividend yield has been linked to low investment opportunities for US multinational firms (Riahi-Belkaoui and Picur, [11] ). The market to book value of the shares, i.e. the q-ratio, has been used to capture such investment opportunities also by, for example, D'Souza and Saxena [4] , although they do not find a significant relationship between dividends and investment opportunities. Aivazian et al. [2] also use the market to book value, i.e. q-ratio, but find that emerging market firms do not exhibit the expected sign in their regressions, unlike in their study of the US. As well as the q-ratio, we include asset growth which we later discover enlightens our analysis of the dividend payout ratio of Egyptian firms. Asset growth requires financing and so puts pressure on dividend payments. We would therefore expect it to be negatively related to the dividend payout ratio. For example, Ramcharran [9] finds support for the aspect of pecking order theory (Myers, [6] ) that retentions (i.e. lower dividends) are associated with greater growth. His study of 21 emerging equity markets focuses on country risk data, from Euromoney, whereas in this paper country risk is held constant. Also, Pandey [8] finds that, for
Malaysian firms listed on the Kuala Lumpur Stock Exchange, where there were more growth opportunities, for example, in the construction industry, the dividend payout ratio was lower; and in industries where there were fewer growth opportunities, for example, in plantation and consumer products industries, and greater surplus cash, higher dividends were paid. In our analysis of the payout ratio we will include the current ratio, to capture liquidity, asset growth and the q-ratio, i.e. the market to book ratio. As to our share price analysis, since the q-ratio encapsulates the share price in the numerator of the market to book value, we include only the book value of the shares when assessing the determinants of the share price. A financial risk proposition might suggest that firms with greater financial risk ought to pay out higher dividends to investors in order to compensate for the risk. Indeed, Adedeji [1] found such to be the case in his UK study. Aivazian et al. [2] show that emerging market firms are generally more highly indebted than US firms and that they tend to be in higher growth economies with relatively underdeveloped capital markets, although Egypt was not a part of their study. They also show that emerging market firms tend to use short-term debt. Maintaining dividends when earnings are more volatile is more difficult (see also Aivazian et al., [2] ), so we include the impact of the standard deviation of earnings in our investigation of the dividend payout ratio, as well as the impact of the current ratio (current assets to current liabilities, i.e. current assets to short-term debt), and financial risk (gearing).
According to the pecking order theory (Myers, [6] ), firms should prefer to finance investment by retentions rather than by debt. A higher retention ratio implies a lower dividend payout ratio, so a lower payout ratio should be associated with lower gearing rather than higher gearing. Conversely, a higher payout ratio should be associated with higher gearing. Thus, if the sign of the regression coefficient attached to the gearing variable is positive, this would be consistent with both the pecking order theory and the greater financial risk proposition. This will be investigated for our sample of Egyptian firms.
Firm size has also been the subject of attention, especially by Fama and French ( [5] for example), and also by Aivazian et al. [2] , although their investigations do not cover Egypt. It may be expected that smaller firms grow faster through retentions and so there would be a negative relationship between the retention ratio and firm size, and hence a positive relationship between the dividend payout ratio and firm size. This we test for our sample of Egyptian firms. Aivazian et al. [2] use size as a proxy for financial market access. Their measure of size is the logarithm of sales, whereas we had already conducted our analysis using the logarithm of total assets and also the logarithm of market capitalisation. We show that the definition of size affects the direction of the relationship in the regression for firms whose shares that are not actively traded on the stock market.
Data Set and Methodology
The data were drawn from the financial information provided by the Kompass Egypt of financial information displays the financial statistics of respective firms in Egypt in a consistent manner, so that selected items are on a comparable basis, following generally accepted accounting principles, where appropriate. Five years of data, until 1999, were required to determine the standard deviation of earnings. Where these were not available, firms had to be excluded, leaving a final sample of 94 firms.
The methodology can be explained in terms of three stages to the research:
• Multiple regression analyses are performed to explain the share price in terms of three attributes, namely: the retention, the dividend and the book value per share.
Comparisons are made between firms that are actively traded on the Egyptian Stock Market and those that are not.
• Further multiple regression analyses are performed to assess a range of possible determinants of the dividend payout ratio. The choice of variables is consistent with other empirical work reviewed in the previous section. Once again, comparisons are made according to stock market trading.
• The stability of dividends, comparing dividends for the current year with those for the previous year, are analysed by means of logistic regressions. The first logistic regression assesses the relevance of various factors, including profitability and liquidity, to the decision to decrease dividends, or to let them remain fixed. On account of the smaller data-set (see later), firms are not distinguished according to stock market activity. The second logistic regression follows a similar approach, but classifies firms according to whether dividends increased or remained the same. The "right-hand side" of each logistic regression looks the same as a standard multiple regression equation. However, each logistic regression assesses the logarithm of the odds' ratio as a linear function of the explanatory variables. In the first logistic regression, the odds' ratio is chosen to represent the ratio of (i) the probability that the dividend stayed the same, to (ii) the probability that it decreased. In the second logistic regression, the ratio refers to (i) the probability of an increased dividend, to (ii) the probability of the dividend staying the same. In each respective spreadsheet the binary variable, to represent each firm's dividend choice, is assigned a zero or one. So, in the first logistic regression, the value one represents the dividend staying the same, whereas in the second the value one arbitrarily represents the dividend increasing. The logic for our choice is that the higher the value of the binary variable, the higher the dividend. Right-hand side variables with positive coefficients would then be associated with a higher dividend propensity.
Results and Analysis

Share price determination
The results from the multiple regressions of the share price are given in Table 1 . For the whole sample, 64 per cent (63 per cent, adjusted) of the variation in the share price is explained by the retention, the book value and the dividend. The F-ratio is particularly high, indicating that the coefficients in the model are significantly different from zero at the one per cent level of significance. Furthermore, there are no serious multicollinearity problems, i.e. correlation coefficients less than 0.5 in absolute terms. The coefficient for the dividend, which is significant at the one per cent level, is positive, whereas curiously for the retention it is negative. Hence, for the whole sample, dividends appear to be significantly more important than earnings. This result is consistent with the more mature UK market (Rees, [10] ).
However, when the firms are split according to whether their shares are actively traded or not a much different pattern is revealed. First, for actively traded firms 89 per cent (almost 89 per cent, even when adjusted) of the variation in the share price is explained by the same three factors. Again the F-ratio of the model is very significant at the one per cent level. However, this time the retention has a high positive coefficient of around three times that of the dividend. So, for actively traded firms, although dividends are a factor positively influencing share price, they are not as important as retentions. Although there were some multicollinearity problems with this sub-sample, the dominant role of retentions is strongly evident. Furthermore, the accounting book value bore no positive relationship with the price of these actively traded shares.
For non-actively traded firms the dividend term drops out of the backward step-wise regression, which began with the inclusion of all three variables. For this version, whose F-ratio is highly significant at the one per cent level, 47 per cent (42 per cent, adjusted) of the variation in the share price is determined by retentions and the book value. But, despite a multicollinearity problem with the two remaining variables, only the book value is significant at the 99 per cent confidence level. This result emphasises an important role for accounting practice in the valuation of
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non-actively traded firms. Furthermore, Claus and Thomas [3] have also stressed the importance of an accounting-based approach to share valuation, in their assessment of the risk premium of major stock markets. However, in our analysis it is the subsample of only non-actively traded shares for which the book value is significantly positively related to the share price.
Overall, the dividend policy implications for the share price of Egyptian firms depend critically upon whether the shares are actively traded or not. For a portfolio of firms comprising both actively and non-actively traded firms, dividends would seem more important than retentions, whereas for actively traded firms the balance is more in favour of retentions, although dividends are still important. For nonactively traded firms there is a significant role for the accounting book value in the determination of the share price.
Dividend payout ratio
The next stage of the research focuses upon the factors that determine the dividend payout ratio of firms. Table 2 sets out some key statistics and associated significance probabilities. With regard to the payout ratio, the actively traded shares are associated with a higher mean payout ratio, which is significant at the 99 per cent confidence level (ANOVA probability < 0.01), although there is more variation in the payout ratio of shares that are not actively traded ( 
standard deviation [N] > standard deviation [A] ). A significant difference in variances is revealed by
Cochrane's test statistic (p < 0.01). This violates the constant variance assumption of the ANOVA test, in which case greater reliance should be placed on the difference in the medians. For this purpose the Kruskal-Wallis test also shows a significant difference in the medians (p < 0.05). -ANOVA refers to the analysis of variance significance probability, from comparing the two groups of firms. -K-W refers to Kruskal-Wallis' median test significance probability, from comparing the two groups of firms. -Cochrane refers to Cochrane's variance test significance probability, from comparing the two groups of firms.
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Control variables that may affect the payout ratio are: the current ratio, asset growth, gearing, the standard deviation of earnings, size (log of total assets, or log of market capitalisation), asset structure, and the market to book value (q-ratio).
Liquidity and asset growth: As to the current ratio and asset growth, there is no significant difference between respective mean values for non-actively and actively traded firms on the Egyptian stock market (ANOVA test).
Financial risk (gearing) and business risk (standard deviation of earnings): There are significant differences in the variability of both financial risk and business risk (Cochrane's test), but the medians of the risk levels for firms whose shares are actively traded are not significantly different from those of the non-actively traded shares (Kruskal-Wallis test).
Size: There are significant differences in the mean size (ANOVA test) and median size (Kruskal-Wallis test), regardless of whether size is measured by the log of total assets or the log of market capitalization. In each instance, firms belonging to the actively traded group are generally larger.
Asset structure (fixed assets to total assets): The non-actively traded group has a greater mean proportion of fixed assets to total assets, although the variability of this is also greater (Cochrane's test), but not a significantly greater median value (Kruskal-Wallis test).
Investment opportunities (q-ratio): the mean q-ratio, i.e. market to book value, is greater for actively traded shares, whose q-ratios possess greater variability, which is very significant (Cochrane's test). The median q-ratios are also significantly different for the two groups.
Having considered some significant individual differences between the itemised control variables for the two groups (actively and non-actively traded shares), it is important to investigate their combined effects on the payout ratio.
The results of the multiple regressions are set out in Table 3 . For the whole sample 11 per cent (9 per cent adjusted) of the variation in the payout ratio is explained by gearing and size (as measured by the natural logarithm of the market capitalization). There was no serious multicollinearity problem between gearing and size. Individually the coefficients of independent variables are statistically significantly different from zero at the 5 per cent level of significance, and from the F-ratio the coefficients as a whole are statistically different from zero at the one per level.
For the whole sample, the negative association between gearing and the payout ratio infers a positive association between gearing and the retention ratio. This suggests that the traditional pecking order of retentions in preference to debt may not hold for Egyptian firms as a whole. The negative coefficient in gearing in our model is consistent with the negative coefficient of Aivazian et al. [2] , although their dependent variable was defined as dividends to total assets. Their wide crosssection of emerging market countries included India, Malaysia, Thailand, Zimbabwe, Jordan, Pakistan and Turkey.
The size effect demonstrates that larger firms pay out a higher proportion in dividends. This can be re-expressed in terms of smaller firms, in the whole sample, Dividend Policy in Egypt 129 retaining proportionately more. However, Aivazian et al. [2] find that firm size based on the logarithm of sales, as a proxy for capital market access, was not generally an important determinant of dividends to total assets. Our finding is that, for the whole sample, size (the logarithm of market capitalization) is a determinant of the dividend payout ratio, however, the sign of the coefficient for the whole sample is positive, implying that larger firms pay out more. However, when we investigate next the sub-samples, we find some further results regarding size.
For actively traded firms, 22 per cent (19 per cent adjusted) of the variation in the payout ratio is explained by variations in gearing and the q-ratio, the latter a surrogate for investment opportunities. Incidentally, there is no multicollinearity problem with these variables. The negative coefficient of the q-ratio suggests that the greater the investment opportunities, the lower the pay-out ratio, i.e. the higher the retention ratio. Retentions become an important way of financing investment opportunities. The sign of the coefficient is as expected, unlike the findings of Aivazian et al. [2] for a range of countries. Again the F-ratio is very significant. In particular risk and size are not important factors in the final multiple regressions of the payout ratio. However, for non-actively traded firms a more complex set of factors explains 73 per cent (57 per cent adjusted) of the variation in the payout ratio. At the one per cent level of significance key determinants are: size (as measured by the logarithm of total assets and also by the logarithm of the market capitalization), and the qratio. The effect of size on dividend payments depends upon how size is measured. Therefore, the choice of proxy is problematic. The greater the total assets, the higher the dividend pay-out, whereas the greater the market capitalization the lower the dividend pay-out. Unfortunately, there are multicollinearity problems regarding the size variables. Turning our attention to investment opportunities for non-actively traded firms, the positive coefficient of the q-ratio suggests that greater investment opportunities are associated with higher dividends. This is not as expected, yet consistent with other emerging markets as evidenced by the work by Aivazian et al. [2] . (Note, however, that this is in contrast to the pattern of dividend payouts for actively traded firms). Nevertheless, the asset growth of our non-actively traded firms bore a negative relationship with the payout ratio, although it is not statistically significant at five per cent, displaying a constraining effect of growth upon dividends.
Additionally at the five per cent level of significance, critical factors affecting the dividend payout of non-actively traded firms also included gearing, risk (as measured by the standard deviation of earnings) and asset structure (as measured by the ratio of fixed assets to total assets, a proxy for asset collateral potential). There are no serious multicollinearity problems with these three variables. For nonactively traded firms, it could be argued that risk should be rewarded more in terms of dividends than uncertain capital gains. A higher level of gearing, for example, represents greater financial risk and hence perhaps a higher dividend payout ratio would be expected. First, as far as overall risk is concerned, the positive regression coefficient for risk (standard deviation) indeed demonstrates that, for non-actively traded firms, higher risk is associated with a higher payout ratio. However, Aivazian et al. [2] argue an opposite case that, due to risk, dividends are less likely to be maintained. But their study finds that for Jordan business risk is an insignificant determinant of dividends to total assets, yet bore a positive relationship for India, Thailand, Zimbabwe and Pakistan, although some of their coefficients are not generally statistically significant. We find that for Egypt the variable enters the final step-wise regression for non-actively traded firms and that payout correctly compensates for risk in the form of a higher return. We would argue that dividend maintenance is a separate issue, which we address later in the context of logistic regressions. As far as financial risk is concerned, since the regression coefficient for gearing is negative, this suggests that firms that are more highly geared pay out proportionately less in dividends and hence retain more. This is inconsistent with a view of risk being rewarded by dividend payout, but instead supports the view that financial constraints of debt inhibit dividend payments (see Aivazian et al., [2] ). Also, the negative coefficient for asset structure suggests that firms with higher fixed assets to total assets pay out less, i.e. they retain more, a similar result to
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other emerging markets but not the US (see Aivazian et al., [2] ). Although there is some multicollinearity between asset structure and gearing, the effect is not large (their correlation coefficient was only 0.2). To a moderate extent, asset backing was associated with higher gearing but investors are not experiencing a higher dividend pay-out. Overall, there are significant differences between the major factors that affect the dividend payout ratios of Egyptian firms, according to whether the shares are actively traded or not.
Dividend stability
The third and final stage of the research comprises stepwise logistic regressions of dividends per share. Two models are considered (see Table 4 ). First of all firms that held dividends constant were separated from those that decreased dividends. In the first step-wise logistic regression 32 per cent of the regression deviance in the model was explained by average net operating profit (before and after tax) and liquidity, as measured by the current ratio. Firms that exhibit less liquidity are more inclined to reduce dividends; and those with a higher average net operating profit after tax are more likely to maintain dividends, rather than reduce them. We were unsure whether firms might look to profit before tax or after tax. By including both we find some interesting results. The sign of the coefficient for the pre-tax average net operating profit is curiously negative. The different signs for the regression coefficients, relating to the before-and after-tax positions, possibly indicate that for some firms the after-tax figure is important, whereas for others it is the before-tax figure. Nevertheless, the pre-tax term is dominant in terms of its size and also in terms of the absolute value of the regression coefficient. So, greater overall profitability is associated with not decreasing dividends. The chi-square of each coefficient is found to be significant at the one per cent level. Finally, firms are grouped according to whether they maintained dividends or increased them. Here the final step-wise logistic regression of dividends per share could explain only 9 per cent of the deviance. Nevertheless the coefficients are individually significant at the one per cent level of significance. Firms with a higher average net operating profit before tax are more likely to increase dividends. However, those with a lower average net operating profit after tax were more likely to increase dividends, a behaviour, which is counter-intuitive. But, again net operating profit before tax should exceed that after-tax and since its regression coefficient in absolute terms exceeds that of the net operating profit after-tax, then the beforetax term is the dominant factor. The result is that overall profitability is positively associated with the decision to increase dividends, as opposed to keeping dividends fixed.
From both the logistic regressions operating profit is a significant variable. As to dividend maintenance, as opposed to dividend decreases, liquidity is a key factor. As a policy measure, risk is not a determinant factor in the final logistic regressions. So dividend maintenance, versus a dividend reduction, is not driven by the need to reward investors for risk and neither is a dividend increase, versus dividend maintenance.
Conclusions
This paper has addressed three issues concerning dividend policy of Egyptian firms: its role in share price determination; the identification of key factors affecting dividend payout ratios; and the importance of factors that would cause a shift from keeping the dividends at a stable level.
Share Price Determination. For a wide portfolio of both actively and nonactively traded shares on the Egyptian Stock Market, dividends are more important than earnings. However, for actively traded shares, retentions are more significant than dividends. But for non-actively traded shares, the accounting book value is the most important determinant of the share price, and not dividends or earnings.
Dividend Payout Ratios. For a wide portfolio of actively and non-actively traded shares, gearing and firm size affect the dividend payout ratio. The sign of the regression coefficient for gearing suggests that the traditional pecking order of retentions being preferred to debt may not hold for Egyptian firms. Small firms pay out less (retain more). For actively traded firms important factors are gearing and the qratio, the latter a surrogate for investment opportunities. The result suggests a role for reducing dividends and retaining more in order to finance investment opportunities. For non-actively traded firms, a more complex pattern emerged. In particular, the sign of the coefficient for the q-ratio suggests that, as far as investment opportunities in such firms are concerned, dividend policy patterns contrast with those of actively traded firms. In order to finance investment opportunities, firms whose shares are not actively traded tend not to pay out a smaller proportion of earnings as dividends.
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Dividend Stability. Dividend stability is defined as maintaining the same level of dividends as for the previous year. To de-stabilize dividends by decreasing them is associated with a lack of both liquidity and overall profitability. Finally, to destabilize dividends by actually increasing them is associated with higher overall profitability. In terms of that overall profitability, pre-tax operating profit effects outweighed post-tax operating profit effects.
